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CHAPTER I 
INTRODUCTION 

The Federal Government has long been a leader In the field 
of automatic data processing, and is today the world's largest 
user of computers.^- Billions of dollars have been invested by, or 
at the expense of. Federal agencies in efforts to develop and 
Install computers and computer systems for use in a wide range of 
government activities. 

During the 1940's, the force of modern technology and the 

needs of World War II led to the development of the first electronic 

2 

digital computer. As experience was gained with this device, and 
its potential recognized, demands were placed on the electronics 
industry to further its development. Following a period of almost 
exclusive scientific utilization it was discovered that the 
computer could also be used as a tool in business. As a result, a 
whole series of developments in equipment and systems design 
followed, making it possible to adapt electronic systems to office 
routines . These advances enabled managers to perform routine 

^U. S., Comptroller General, Management of Automatic Data 
Processing; Facilities in the Federal Government . Report to the 
Congress, August, 1965 , p. 1. 

^Robert G. Van Ness, Principles of Punched Card Data 
Processing (Elmhurst, Illinois: The Business Press, 1962), p. 17. 
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decision making and business operations in an automatic and 
integrated fashion. 

The machines developed to perform these operations came to 
be known as business-oriented, or general purpose computers. The 
first of these, UNIVAC I, was delivered to the Federal Government 
in 1951 (the Bureau of Census).^ Since that time the numbers of 
computers in the Federal Government have steadily Increased. 

Present governmental expenditures for computer systems have been 
estimated by the Bureau of the Budget to be running at a rate of 
three billion dollars annually. ^ This includes not only the 
agency operated systems, but also an estimate of those operated in 
classified and military operational applications, and government 
contractors . 

The rapid growth of Federal Government computer systems can 
be seen in Exhibit 1, taken from the latest Bureau of the Budget 
Inventory. This growth can be explained primarily by the learning 
process which has taken place since the early 1950's. The 
computer was originally looked on as having a limited number of 
applications; in fact, the original market survey conducted by 
Remington Rand Corporation preparatory to UNIVAC I indicated a 

^U. S., Comptroller General, Survey of Progress and Trend 
of Development and Use of Automatic Data Processing in Business and 
Management Control Systems of the Federal Government , a Special 
Report to the Congress, December, 1957 » P» 1. 

^U. S. Congress, House, Committee on Government Operations, 
Hearings on H. R. 4845. Automatic Data Processing Equipment . 89th 
Cong., 1st Sess., March and April, 1965, p. 46. 
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market for less than twenty general purpose computers in the entire 
world! 1 " i’his estimate was soon proven to be a gross miscalcula- 
tion, for no sooner had organizations started using computers than 
they began seeing their vast potential. 

In order to give some dimension to the multiplicity of data 

processing applications performed by computers, a list of these 

from Ned Chapin's book An Introduction to Automatic Computers is 

reproduced as exhibit 2. Not included in this list is an equally 

lengthy list of applications in the scientific, military/ 

operational, process control, and engineering fields. Indeed, an 

article by Neil Macdonald was published on this very topic in 1962; 

its title speaks for itself--"Over Five Hundred Areas of 

„2 

Application of Computers. 

as the amount of automatic data processing (AD?) equipment 
in government has increased, so has its cost. Quite appropriately, 
these costs have concerned those whose job it is to insure economy 
and efficiency in government. Unlike some costs, such as personnel 
salaries, or building maintenance, those associated with ADP are not 
always easy to identify. On the one hand there are some direct costs 
which can be accurately accounted for; equipment rental or operator 
salaries are examples of these. On the other hand there are many 

^-Interview with Warren S. Gallbreath, Manager, Marketing 
Services, UNI FAC Corporation, Washington Division, February 27, 1967. 

2 Nell Macdonald, "Over Five Hundred Areas of Application of 
Computers," Computers and Automation (June, 1962), p. 140. 
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Abstracting 
Accounts receivable 
Actuarial computations 
Advertising effectiveness analysis 
Air traffic control 
Amortization 

Appropriation accounting 
Budgeting 

Business simulation 
Capital investment analysis 
Census analysis 
Check processing accounting 
Claim and loss accounting 
Concordance construction 
Cost allocation and analysis 
Cost variance analysis 
Credit card accounting 
Data reduction 

Demand and time deposit accounting 
Dispatching 
Dividend accounting 
Election return analysis 
Expense accounting 
Factory operation simulation 
File maintenance 
Flight simulation and pilot 
training 
Flow control 
Fund accounting 
Information retrieval 
Inventory control 
Labor utilization 
Language translation 
Linear programing 
Loan accounting 

Machine loading and utilization 
Machine tool control 
Maintenance scheduling 
Management games 
Management control 
Management strategy analysis 



Map construction 
Market research 
Materials and parts control 
Motor vehicle registration 
Operations analysis and 
simulation 

Operations research applications 
Parts cataloging 
Patent accounting 
Payroll 

Pension accounting 
Performance evaluation 
Portfolio evaluation 
Premium accounting 
Price analysis 
Process controls 
Product demand analysis and 
forecasting 

Product mix profitability 
Product performance experience 
Production control and 
forecasting 

Production line balancing 

Property accounting 

Purchase order writing 

Quality control 

Repair analysis 

Reservations 

Revenue accounting 

Route accounting 

Sales analysis 

Shop scheduling 

Stock analysis 

Stockholder records 

Tax accounting 

Teaching 

Test grading 

Transportation optimization 
Traffic violation record 
maintenance 
Trust accounting 
Ware ho using 

Work-in-process accounting 



Exhibit 2. Common Data-Frocessing Applications 
of Automatic Computers! 



^Ned Chapin, An Introduction to Automatic Computers 
(Princeton: D. Van No strand Company, Inc., 19^3 ) * p. 203. 












* 



' ' 



t ' 



< 






" 



. 

, ■ t 



• . 

•v " 



i 



. 






' 






4 .»'* 

i 






i 



» « * * 



V. ' < 

i 1,14 * 

, 









•rv 4 AfVi tft 



Hi, i 



r 






* > 

we 

, ■ •» , • 

. 

, ». 

* 

* i , , I 

' * " ' ' 

c • t 

< 1 1 

‘ 






- t 






6 

indirect, or hidden, costs which often go unassigned; costs of 
systems design, planning, and site preparation fall into this 
category . 

The recognition of the tremendous amount of hidden, or 
uncontrollable, costs brought about an early effort to economize on 
those which could be identified and controlled. In order to 
accomplish this an effort was made to scrutinize closely what has 
come to be known as "planning prior to installation of equipment . "^ 
It was felt that many costly mistakes could be avoided if extra 
effort was expended before the computer was installed. Early 
computers especially required expensive installation sites which, 
if not properly designed, could involve costly modification. ^ in 
order to assess properly all of these costs/benefits, a device 
known as the "feasibility study" was originated. As the General 
Accounting Office defines it, 

This study was conducted by a group of employees at 
the executive level. The study usually lasted for a 
period of several months. During this time, most of 
the major functions of the organization were studied to 
determine which functions could be adapted to ADP and 
what improvements and savings could be expected. As a 
result of the recommendations of this group top manage- 
ment decided whether to launch a detailed study in any 
or all of these areas preparatory to obtaining an ADP 
machine, or ruled out the use of electronic equipment 
as not justifiable.^ 



iLetter from David N. Henderson, Chairman, Subcommittee on 
Census and Statistics, Committee on Post Office and Civil Service, 
House, 87 th Cong., cited in Hearings of the Committee, 87 th Cong., 
2nd Sess., p. 2. 

^Comptroller General, Survey of Progress and Trend of 
Development , op . clt . , p. 64. 

3 Ibid . . p. 61. 
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The number of people normally participating in a 
feasibility study varied from four to twenty, while the elapsed 
time for the study ranged from two to ten months. 1 It is during 
the feasibility study and the detailed systems study which 
follows that the methods of equipment acquisition are considered. £ 
This is the time when the benefits of leasing, leasing with option 
to buy, and/or purchasing are weighed for their relative 
applicability. 

In the early days renting was the normal practice, a fact 
that is borne out by Exhibit 3. The primary reason for this was 
the policy of the International Business Machines Corporation, who 
controlled the majority of data processing, to only lease its 
equipment.-' After a civil court action forced IBM to offer its 
equipment for sale (United States vs. International Business 
Machines, Civil Action 72-344, Southern District, New York, 1956), 
purchasing began to be used more often. As computers users gained 
experience with their equipment and became more adept at predicting 
the life spans of their systems, and as the General Accounting 
Office and the Bureau of the Budget applied pressure on agencies to 
consider purchasing as a possible method of acquisition, the trend 

1 Ibld . . p. 62. 

2 U. S., Bureau of the Budget, Automatic Data Processing; 
Program of the Executive Branch: Studies Preceding; the Acquisition 
of ADP Equipment . Bulletin 60-6 ~ (March l8," 1966), p. 12. 

JT J . 3., Comptroller General, Study of the Financial 
Advantages of Purchasing over Leasing of Electronic Data Processing 
Equipment in the Federal Government . Report to Congress, March, 
1963, p. 7. 
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I960 INVENTORY OF AUTOMATIC DATA PROCESSING EQUIPMENT 
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lease) and maintenance costs, cost of money, the relationship of Projections for fiscal year 1967 are conditioned by the same 

manufacturers’ pricing structure for rental and purchase, and the factors which condition the overall inventory and, in addition, the 

impending improvements in computer technology must be con- availability of funds to effect the anticipated purchases. 
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has been for the percentage of purchased computers to increase. 

This did not come about without a struggle, however. As emphasis 
and pressure came to bear on the acquisition process, many 
arguments began to appear over the most economical method. The 
arguments and discussions surrounding the question of purchasing 
and/or leasing of computer equipment came to be known as the "buy 
vs. lease controversy." 1 

One may logically ask, Why is this so important? The 
answer to this is an economical one which can best be answered by a 
statement in the Comptroller General's letter to the Congress 
accompanying his 1963 report: 

Our study shows that very substantial amounts of 
money could be saved if the Federal Government purchased 
more of its data processing equipment needs. The 
detailed cost analysis of sixteen different electronic 
machine models, which constituted the principal part of 
our study, indicate potential savings of about $148 
million over a five year period. These significant 
possible savings apply to only five hundred twenty-three 
of approximately one thousand electronic data processing 
systems installed or planned for installation on a lease 
basis by June 30, 1963. For additional use of the five 
hundred twenty-three machines after five years, there 
would be further savings at the rate of over one hundred 
million dollars annually. 2 

Thus, the question of computer acquisition takes on an 
entirely different dimension. As one might imagine, with any complex 



^Alan D. Meacham, "Editorial," Data Processing for Management. 
May, 1963, p. 38. 

^U. S., Comptroller General, Financial Advantages of 
Purchasing . Cover Letter, 1963. 
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problem there is no simple definition or solution. "Buy vs. Lease" 
is not merely a simple accounting calculation; on the contrary, 
it bores to the very roots of government management theory and 
practice. In doing so it becomes involved in such concepts as 
Centralization versus Decentralization, roles and responsibilities 
of Bxecutive Branch agencies, budget appropriations, and monopoly 
versus competition. Within the ADP field itself, it involves such 
functions as procurement, cost analysis, budget requests, equipment 
utilization and sharing, property disposal, and the cost of money. 
The problem can be stated in the following manner: Should the ADP 
facilities of government agencies come under central control with 
respect to purchase and lease decisions? If they do, then the 
agencies lose control of their vital management communications 
systems to someone else, for ADP systems are nothing more than 
management communications systems. If, on the other hand, these 
decisions are left for the individual agencies to make, then 
considerable diseconomies will accrue to the government as a whole. 
The reason for the latter stems from the rule in logic called the 
"Fallacy of Composition. " What is true in part may not be true in 
general. This is at the heart of the "buy vs. lease" controversy. 
An individual decision to lease a computer might be an extremely 
good decision for that particular agency ; from the government-wide 

•^U. S., Comptroller General, Management of Automatic Data 
Processing Facilities , op. cit .. pp. 24-25. " 
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viewpoint, however, it might be a poor one. The leasing agency 
might be turning in the leased computer after such a short time as 
to make purchasing uneconomical. At this time, however, there 
might be another agency somewhere else in the government 
negotiating for that very same model computer. If the equipment 
had been purchased originally it could merely be transferred to 
the second agency with a tremendous savings once the equipment was 
amortized . 

In recent years there have been two opposing views on the 
control of purchase/lease decisions. These positions have been 
expounded in numerous government publications , reports and hearings 
of congressional committees. Public Law 89-306 was enacted to 
solve, among other things, the problems associated with purchase/ 
lease. The purpose of the Law spells this out explicitly: 

To provide for the economic and efficient purchase, 
lease, maintenance, operation, and utilization of 
automatic 'data equipment by Federal departments and 
agencies . x 

This paper will show, however, that the problems underlying 
the "buy vs. lease" controversy have not been solved. Public Law 
89-306, while improving upon previous policy, does not encompass 
all of the problems. Therefore, the controversy will continue to 
affect the government ADP acquisition policy, as diseconomies 
continue to be uncovered. More legislation will no doubt be needed 

X J. S., Public Law 89-306, 89th Cong., H. R. 4845, 

October 30, 19o5> p. 1. 
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as this becomes more generally apparent. 

This thesis will analyze the total "buy versus lease" 
controversy, and try, through research and interviews, to develop 
a more satisfactory insight to the problem, and to indicate both 
the progress that has been made and the work that remains to be 
done . 

The approach used in this analysis will be as follows: the 
first chapter has been a general introduction and statement of the 
significance and breadth of the problem; Chapter II gives a history 
of the controversy, what caused it, and significant historical 
events and participants; Chapter III explores the various 
considerations affecting "lease versus purchase" decisions, along 
with the government's current guidelines; and Chapter IV analyzes 
reasons why the "buy vs. lease" problem has not been solved. In 
doing this, the Public Law 89-306 will be assessed, along with 
agencies' conflicting interpretations of its intent. In conclusion, 
the controversy will be evaluated in its present form and 
recommendations will be offered for its eventual solution. 



CHAPTER II 



HISTORY OP THE BUY VS. LEASE CONTROVERSY 
Origin and Early Developments 

As stated in the last section, the original tendency in 
acquiring computer systems was to lease rather than purchase the 
necessary equipment.^ This practice dates back to the electric 
accounting machines era, when most punched card machines were 
supplied by the International Business Machines Corporation. This 
company's policy for years had been to lease rather than sell their 

O 

equipment. The reason IBM, then as well as now, prefers leasing 
is that they consider themselves as primarily a service, rather 
than a manufacturing organization. According to Assistant 
Treasurer Hilary Paw, they like to visualize themselves as 
marketing a service similar to the telephone company. 3 Their 
product development and production planning are geared to return a 
certain percentage on each equipment line, annually. This is 

^U. S., Congress, House, Subcommittee on Census and 
Government Statistics, Hearings , 86th Cong., 1st Sess., Testimony 
of Edward J. Mahoney, June 5, 1959, p. 14. Also see Exhibit 3. 

S., Comptroller General, Financial Advantages of 
Purchasing . . . . op. clt .. p. 7. 

^Interview with Hilary Paw, Assistant Treasurer, 
International Business Machines Corporation, Armonk, New York, 
October 27, 1966. 
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calculated on leasing these equipments for a given number of years. 
The sale of a computer returns all investment in the first year, 
and consequently disrupts the company's predicted cash flow.-*- 

The Justice Department had different views of this practice, 
however, and on January 21, 1952, entered a complaint against this 
company in the District Court of the United States for the Southern 
District of New York, charging violations of Sections I and II of 

p 

the Sherman Anti-Trust Act. Their contention was that IBM's 
lease-only policy constituted monopolistic practice in restraint 
of trade. 

The final judgment took four years of litigation and was 
eventually filed and entered as a consent decree on January 25, 

1956, by which time IBM was also manufacturing electronic computers^ 
The judgment required that IBM must offer all data processing 
equipment (including computers) for sale as well as lease. 

This policy change did not have any immediate effect on the 
government's tendency to lease rather than purchase; in fact, it 
was not until between 1962-1963 that any noticeable change took 
place. 4 What it did do was bring people's attention to the fact 

1 Ibid. 

^U. S., Comptroller General, Financial Advantages of 
Purchasing , op. cit .. p. 8. Also see U. S. vs. IBM (Civil Action 
72-344, Southern District, New York). 

3 Ibid. 

^U. S., Bureau of the Budget, Inventory of Automatic Data 
Processing Equipment , op. cit .. p. 14. Also see Exhibit 3. 
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that AD? equipment could henceforth be purchased. IBM, at this 

time, had such a significant portion of the government's computer 

business ( 82 % in 1957),^ its name was almost synonymous with ADP. 

Although other less "lease-oriented" manufacturers were beginning 

to garner some of the government's business about this time, there 

2 

were only five such companies supplying computers by 1957. 

With all that has been said about the tendency to lease in 
the early days of data processing, some mention should be made of 
the purchasing that was done. IBM was the only company which 
refused to sell; all others had offered the purchase choice from 
the beginning. Notable among the early purchases of computers was 
the UNIVAC I purchased jointly by the Census Bureau and the 
Internal Revenue Service In 1954.-^ This system, incidentally , had 
excellent service and continued in use until 1963 when it was 

A 

finally replaced. 

The "buy vs. lease" controversy, as such, emerges during the 
late fifties as a result of several government-wide studies and 
Congressional hearings. The first significant mention of the need 
for more careful evaluation of purchase/lease decisions appears 
in a Comptroller General Letter to the Heads of Departments and 

1'J. 3,, Comptroller General, Trend of Development and Use 
in Business , op. clt .. Appendix C, Table 4. 

2 Ibid. 

^Ibid. , p. 60. 

^U. S., Bureau of the Budget, 1964 Inventory of Automatic 
Data Processing Equipment in the Federal Government , for the 
Subcommittee on Census and Government Statistics, 88th Cong., 2nd 
Sess., p. 214. 
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Agencies dated September 18, 1957* The subject of this letter was 
"Accounting and auditing aspects of automatic data processing."^ 
Under the paragraph entitled "Feasibility Studies," the following 
is stated: 

Feasibility studies attempt to bridge the gap 
between what is thought to be best and what can be 
done economically. Such studies are part of any 
analysis to determine whether an investment in new 
equipment and related system should be made. . . . 

In the course of our audit work in agencies 
using ADP equipment, we will review feasibility 
studies made to determine whether adequate planning ? 
preceded the purchase or rental of costly equipment. 

Uith the exception of the above quoted letter, very little 
appears in the "buy vs. lease" literature until 1958. At this 
time, the Comptroller General completed a two-year study with a 
report to Congress entitled Survey of Progress and Trend of 
Development and Use of Automatic Data Processing in Business and 
Management Control Systems of the Federal Government as of 
December 1957 . This survey, conducted throughout 1956-1957, 
covered every major area of ADP operations. In order to gain some 
knowledge as to the extent of the government's ADP program, the 
General Accounting Office requested an Inventory from each agency 
of all their installed (or soon to be) equipment . J This was to be 



^•U. S., Comptroller General, Letter to the Heads of Depart- 
ments and Agencies, Accounting and auditing aspects of automatic 
data processing . September 13, 1957, cited in testimony of Edward J . 
Mahoney before Subcommittee on Census and Government Statistics, 
op. clt ., p. 8. 

2 Ibid. 

3<r. S., Comptroller General, Trends and Development , op. clt . 
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accompanied by a special narrative report covering the reasons for 
installing these systems. 

The statistics gathered during this survey indicated that 

one hundred twenty-one electronic (business-oriented) systems had 

been installed as of December 31, 1937, with an annual rental cost 

of twenty million dollars. ^ Additionally, nine million dollars had 

been expended for the purchase of equipment. 

The General Accounting Office, in this report, was mostly 

interested in learning how to better utilize the computer technology 

in order to increase its use in administrative and decision-making 

operations. This is in contrast with their later reports which 

concern economizing the use of computers. One mention of "buy vs. 

lease" appears in the report, however, under the heading "Need for 

.,2 

Research and Development. Recommendation Number Five of this 

section entitled "Need for Development of Criteria— Lease Vs. 

* j 

Purchase" proposed the following: 

With regard to General Services Administration’s 
responsibilities for contract negotiation with suppliers 
of electronic equipment, we feel that there is need for 
General Services Administration to cooperate in studies 
to develop criteria for use by agencies in connection 
with decisions to purchase or lease electronic equip- 
ment.^ 



1 Ibid . , 
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2 Ibid. , 
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1959 Hearings 



The controversy begins to really pick up steam in June of 
1959 when the House Subcommittee on Census and Government 
Statistics of the Committee on Post Office and Civil Service began 
hearings on the Use of Electronic Data Processing Equipment . 

Although these hearings were originally intended to study the 
"subject of how the use of such equipment affects manpower require- 
ments throughout the government, by the time the second witness 
had begun his testimony, the discussion had switched to "buy vs. 
lease." The following testimony from that hearing marks what can be 
called the beginning of the Congressional phase of the controversy . w 
Congressman Porter from Oregon is questioning Edward J. Mahoney of 
the General Accounting Office, Accounting and Auditing Policy Staff: 

Mr. Porter : Mr. Chairman, I am of course an admirer 
of GAO and of the Comptroller General. I think they do 
a lot of good and I want to follow up a little bit more 
what you asked about rental. I think the answer that 
it becomes obsolescent fast does not come up to the 
standards of the GAO usual answer on these things. 

. . . It is the policy to rent, is it not? 

Mr. Mahoney : Yes. It is the policy not only in the 
Government, but in industry. 

Mr. Porter : That does not make it right, though, 
does it? 

Mr. Mahoney : No. It does not. 



1 U. S., House, Subcommittee on Census and Government 
Statistics, Hearings, Uses of Electronic Data Processing Equipment . 
op. clt .. p. 1. 

2 Ibld . , pp. 14, 16. 
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Later on: 

Mr . Mahoney : It is a policy among each individual 
agency fT. e., renting). 

Mr. Porter : It seems to be pretty generally the 
same, to rent, not to buy. 

Mr. Mahoney : I think; you are right. 

Mr. Porter : I hope it is based on a good study and 
that sometime I will have a chance to see it. Are you 
making a study of it now? 

Ur . Mahoney : We are not at this time making a study 
of this point. 

Mr. Porter : Would you make a study of it and share 
your findings? 

Mr. Mahoney : We would be delighted to. 

Hr. Porter : If we have bought some in the past and 
then project into the future, as I think you people do 
this all the time, tell us whether you think that 
changing this policy of renting would save the Government 
some money over the years? 

Finally, further on, Mr. Porter modifies his request: 

Mr. Porter : I suppose that could be a joint study, 
you and your friends in the Bureau of the Budget, 
because I suppose you are both interested in it. 

Mr. Mahoney : Yes, we are. We are very Interested in 
this. We would like to reach a solution just as you 
would. At this point it hasn't been very clear. 

This then was the beginning of Congressional interest in 
"buy vs. lease," a subject which is to be debated in every 
subsequent hearing on ADP. As instructed, the General Accounting 
Office and the Bureau of the Budget shortly thereafter commenced 
on a joint study of the whole "buy vs. lease" question. Several 
other developments were underway at this time, however, which make 
their appearances before the joint study is completed. These 



will be discussed first. 
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Bureau of the Budget Automatic Data Processing 
Responsibility Study 



Just prior to, but not in time for inclusion in, the 

previous hearings, the Bureau of the Budget completed a one year 

study on the ADP responsibilities of the various agencies. The 

objective of this study was to: 

. . . identify and clarify the Government-wide functions 
performed, or to be performed, in the utilization of 
automatic data processing (ADP) equipment and to propose 
assignments of these functions to specific agencies. 1 

As with most of these studies, this one starts out with a 
description of the huge monetary outlays involved in the ADP 
program, and how closer control is needed if utmost economy and 
efficiency are to prevail. It also emphasized how impossible it 
was to tell how large the ADP complex was, for there was no 
reporting system in effect. 

"Buy vs. lease" enters the study during a discussion of 

varying acquisition habits of the different agencies. Among the 

"Findings and Recommendations" of the study is a statement on the 

"Phases in Equipment Acquisition." According to the report 

. . . there is a logical sequence of' phases and steps 
leading to the acquisition and use of ADP equipment; 
eliminating or downgrading the importance of any^of 
these steps usually creates undesirable results. c 



U . S., Bureau of the Budget, A Report of Findings and 
Recommendations Resulting from the automatic Data Processing (ADP ) 
Responsibilities Study , a President's Management improvement Fund 
Project, September 1958-June 1959, P* 1. 



2 Ibid . , p . 14. 
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Number two under these phases is ’’The Initial Planning 
Phase" which they state is sometimes called a study of feasibility. 
One of the questions outlined to be ashed during this phase is as 
follows : 

(f) Regarding costs : What will the ADP system 

cost? What is the current cost of the systems to be 
replaced? If the ADP system saves resources, what 
happens to the savings? If the ADP system will cost 
more, how much more? Would it be advantageous to buy 
or to rent the ADP equipment under consideration?- 1 - j 

Ihe report goes on to recommend government-wide policy on 
a number of issues, "buy vs. lease" being one of them. In its 
summary, a high priority was attached to the need for policy 
criteria and planning guidance in these areas of consideration. 
Humber Pour under these was : 

4. Rental versus purchase of ADP equipment : Do we 
rent in all cases?” Buy in all cases? Start on rental 
and then switch to ownership after shakedown? If none 
of these, then what criteria are used to determine the 
decision? 2 

This, then, is the same conclusion arrived at by the General 
Accounting Office in their 1958 report (i.e., need for a policy). 
Although both agencies outlined the problem very carefully, neither 
put forth any recommendations as to the specific action needed. In 
other words, both GAO and BOB in their 1958 and 1959 reports 



respectively have identified the WHAT of the problem, but have 
refrained from developing the WHf and the HOW. This will be coming 
later as the controversy gains in intensity. 

1 Ibld . , p. 16. 

2 I'd id ♦ , p. 22. 
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Bureau of the Budget Bulletin No, 60-6 

Following close on the heels of the 1959 report, the Bureau 

of the Budget published Bulletin 60-6, entitled Automatic Data 

Processing (ADP) Program of the Executive Branch: Studies 

Preceding the Acquisition of ADP Equipment . Attached to the 

Bulletin was a set of Guidelines for conducting these studies which 

had been developed by the Interagency Committee on Automatic Data 

Processing.-'- This latter Committee, composed of representatives 

of most major agencies of the government, assisted BOB with the 

1959 Responsibilities Study, and, consequently, became aware of 

the need for such a device. Taking as a point of departure those 

needs sighted in the previous report, the Committee develops a set 

of guidelines usable "for all agencies contemplating or planning 

2 

to use ADP systems." This was indeed an historical achievement. 

As we have seen, both GAO and BOB in their early studies had called 
for such policy guidelines. Here they were spelled out in Bulletin 
60-6 for the first time on a government-wide basis. 

While the Bulletin gives considerable attention to the 
systems justification, or the applications evaluation, very little 
is actually said about equipment. This is a bit ironical in view 
of its subject title. The only mention of the "buy vs. lease" 
question is near the end in Section VII, paragraph 10, Adequacy of 

-'-U. S., Bureau of the Budget, Bulletin No. 60-6 , op. cit . 

^ Ibid . , Preface . 
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the ADP Systems Study . Item (g) under this heading merely asks the 
question "Were the relative merits of purchasing and renting 
equipment considered?"^ There is nothing on how this should be 
compared, or what elements should be considered. What can be said 
for it, however, is that this is the first official policy state- 
ment to all government agencies that "buy vs. lease" should be 
considered prior to acquiring ADP equipment. Although much had 
been said unofficially, and much had been done internally in various 
agencies, this is the first official government-wide pronouncement 
on need for "buy vs. lease" analysis. 

Joint General Accounting Office/Bureau of Budget 
"Buy vs. Lease '* Study 

By the summer of I960, the joint GA0/303 study ordered by 
the Subcommittee on Census and Government Statistics in 1959 had 
progressed to the stage where GAO issued an interim report (General 
Accounting Office Report 3-115386 of August 26, I960). This report 
was addressed to the Chairman of the Subcommittee and generally 
outlined the progress that had been made to that point. The 
significant points brought out by this report can best be illustrated 
by the following quotations: 

1 Ibid . . p. 12. 
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In our studies, we have found that in some instances 
agency regulations favor leasing as a matter of agency 
policy by considering leasing to be the normal practice 
and requiring specific cost study justifications for the 
purchase of equipment. Also, our reviews have disclosed 
that some agencies have recently concluded studies which 
support the contention that purchase of certain kinds of 
equipment is less costly in the long run, particularly 
where extra shifts of usage of the equipment is involved. 

In view of the results of these agency studies, we 
plan to pursue our review along the lines of attempting 
to more specifically develop the criteria which should be 
considered in arriving at lease vs. purchase decisions 
in the agencies. At the present time, since the 
preponderance of all Government EDP equipment is leased, 
it is apparent that under existing agency programs, 
present practices favor leasing rather than outright purchase 
of equipment. We feel, therefore, at this point in our 
studies, that agencies should give more favorable consider- 
ation to purchasing ADP equipment in those instances where 
savings can be demonstrated over a period of several years 
even though large capital outlays would be involved 
initially. This requirement can be established through 
Bureau of the Budget regulation, or other Executive Branch 
action; and provision could be made for a review of 
individual agency determinations during the regular budget 
review cycle, using criteria established by the Bureau of 
the Budget as an outgrowth of our present study. 

This status report has been reviewed with representatives 
of the Bureau of the Budget and the information discussed 
herein has their concurrence. T We will continue to carry out 
our studies of this matter and we will keep you advised as 
further developments occur. 



General Accounting Office I960 Report of Data 
Processing Developments in Government 



Simultaneous to this, the General Accounting Office was 
conducting another government-wide survey which ultimately produced 
a report titled Review of Automatic Data Processing Developments in 



■**U. S., Comptroller General, Lease versus Purchase of 
Automatic Data Processing Equipment (Interim Report ). B-1153S6, 
August 26, i 960 , p. 3. 
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the Federal Government . Essentially, this report echoed the 
findings of the report just discussed. There was, however, one 
significant addition. Until now, the discussion of "buy vs. 
lease" had been exclusively addressed to the cost analysis 
associated with a particular acquisition: in other words, whether 
or not purchasing was economical for a particular agency or 
installation. In this GAO i960 report, a new concept is introduced; 
that is, whether or not purchase is economical for the government 
as a whole, regardless of the individual agencies' situation. 

The following quotation is significant in this regard. 

Generally, the practice of each Government agency 
is to procure equipment for its own needs (on either 
a purchase or a rental basis) and to trade in purchased 
equipment or exchange older rented equipment for newer 
models in accordance with its own particular needs. 

Possible needs of other agencies for the traded-in or 
exchanged equipment are generally not considered. 

However, it is possible that such equipment can be used 
to serve the needs of other Government agencies. 

At least one major equipment supplier offers terms 
under which used equipment can be purchased at a reduced 
price depending on the period of time the equipment has 
been in use. However, we believe that a Government-wide 
approach is needed to determine which machines should be 
purchased at the reduced prices and retained for Govern- 
ment use in lieu of new procurement. Likewise, before 
trading in purchased equipment which is no longer suitable 
for the original using organization, efforts should be 
made to determine the possibility of transferring the 
purchased equipment to other Government organizations 
requiring such equipment in lieu of new procurement. 

»»e believe that a mechanism should be established in 
the Government to provide the necessary arrangements 
whereby the procurement and transfer of data processing 
equipment between government activities would be fully 
coordinated so as to keep costs as low as possible 
consistent with obtaining needed processing facilities. 



^■U. 3., Comptroller General, Review of Data Processing 
Developments in the Federal Government . Report to Congress, 
December, i960, p. 21. 
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This new consideration in the lease/purchase decision will 
continue to be voiced by GAO and will grow into the fabric of its 
overall ADP acquisition philosophy. It will also become one of the 
central points of disagreement between GAO and BOB, along with the 
individual agencies of the Executive Branch. 



Results of the Joint General Accounting 
Office/Bureau of Budget Buy vs. 

Lease Stad.y--Oircular A-54 



In the fall of 1961, two things happened which will spur 



the "buy vs. lease" controversy. Since they both happened within 
a month of each other, they will be discussed together. One of 
these events was the completion of the joint GAO/BOB "buy vs. lease" 
study. The report of this study was sent to Congress by GAO in 
November. It was rather brief because the findings of the study 
had been translated into action in the form of BOB Circular A-54. 

The Comptroller General explains this in his accompanying letter: 



On October 14, 1961, the Bureau of the Budget issued 
its Circular No. A-54 to the heads of executive depart- 
ments and establishments on policies on selection and 
acquisition of automatic data processing equipment. A 
copy of this circular is enclosed for your information 
and use. This document establishes executive branch 
policy with regard to not only the question of lease 
vs. purchase of ADP equipment, but also the matter of 
selection and acquisition of such equipment by the 
agencies . 

We believe that with the release of this circular 
the initial joint study with the Bureau of the Budget 
of this matter has been completed. However, our Office 
plans to carry out additional reviews in individual 
agencies with respect to the utilization of ADP equip- 
ment, including the lease vs. purchase subject, and we 
will keep you informed on the results of this work;. ■ 



^■(J. 5., Comptroller General, Report B-115386, op ♦ clt ♦ , p.l. 



